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as returns on students' economic invastment in their schooling.
Finally, the paper concludes that economics will influence many of
the policies affecting community colleges in the future. (EJV)
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RAMBLINGS OF AN ECONOMIST ON THE COMMUNITY COLLEGE:
A THEORETICAL PRIMER '

By Richard M.Romano

The most influential economist of the 20th century John Maynard
Keynes once said that "soon or late, it is ideas, not vested
interests, which are dangerous for good or evil."?* While Keynes
may have ovef:kstima£ed the influence of economists on public
policy, and undef:estimated the role of vested interestsy it is
nevertheless interesting to look at how economists have viewed the
public fimancing of those ;reas of education most closely
associated with the community college. In what follows I have
tried to sketch, very briefly, a few of the theoretical ideas in
the economists’ basket of tools which can be applied to the
question of the public financing of the vocational/technical and
general education programs generally found at these colleges.®

In judging the appropriateness of public policy, economists
employ the dual criteria of efficiency and equity. Efficiency is
not solely concerned with producing @ good or service at the
lowest cost but is more broadly interpreted by economists as a
measure of how well society’'s scarce resources are allocated in
accordance with consumer choices which balénce the costs of
producing a good or service against its presumed benefits. We
become more efficient when the total benefit of preducing,lees say
more education, exceed, as widely as possible, the costs of
producing it. In addition,efficiency would improve when those
groups of individuals who benefit from an activity also pay for
it. But this efficiency criterion is often tempered by concerns

over equity,a more subjective concept that deals with the impact



of a policy on society’s distribution of income. In considering

the short run impact of financing the community college in a
particul ar way,we might ask, for instance, which social groups
benefit from the programs and which groups pay for them. A longer
run analysis would force us to look at the impact of this type of
subsidy on the life-time distribution of earning.

Using efficiency and equity as my guiding principles, I plan to
discuss two analytical constructs used by the economist in
recommending educational policy. The two constructs are the
princible of externalities anc the theory of human capital.

Economists are interested in the economic and social effects of
2ducation, not only because a good deal of society’s resources are
allocated to education, but also because widespread benefits are
attributed to it. Benefits which are exclusive to the individual
being educated are referred to as private or internal benefits,
while those which spill over to other individuals (society) are
referred to as external benefits or positive externalities. The
private benefits,plus the benefits absorbed by other members of
the society as a result of educating a single individual,are equal
to the sacial or total benefits of educating that individual.
Costs may be divided in a similar manner. We shall use the idea of
positive externalities to suggest the appropriate mix of public and
private funds which might be used to support the educational
programs at the community college.

A long tradition in economics also views education as an
investment in human capital which increases the recipient’s
productivity and therefore lifetime earnings.= The concept of

human capital refers to the value of the income- earnings



potential embodied in individualg. By attending college, mast

students,particularly at the community college, believe that they
are buil&ing their human capital. 0f course students may enjoy the
process of education itself (it may increase their satisfaction or
psychic income,now,or in the future),and in this sense education
represents the consumption of a service which is no different than
the consumption of any other item. This conception of human
capital is related to the principle of externalities as it applies
to education because the investment and consumption components of
education genérate the private benefits to individuals that we
referred to above. Equity considerations aside, economists would
argue that efficiency would improve if individuals pay for that
portion of their education thatAbenefits them directly. Likewise,
those benefits which cannot be captured by individuals and which
spill over to the other members of society should be paid for
through tax revenues,if collectively we believe that these
external benefits are worth the costs. Probably the most important
external benefit attributed to higher education is "the
development of an informed citizenry, without which democratic
institutions could not survive."®* Education also benefi?s society
as a whole because it contributes to economic growth, makes people
better neighbors,keeps down crime and welfare type expenditures,
and generally improves the quality of life.

I+ education generates the type of pocsitive externalities
mentioned above,then economists would predict that it will be
underproduced unless it is subsidized in some way by the public
sector. The reason for this is that when individuals make a

decision to invest in a college education they only compare the



private costs against the private benefits of the activity. This
undervalues the benefits of education,since social or total
benefits are greater than private benafits. Public subsidies which
lower the costs of education are therefore justified because they
increase the production of education to that level which
individuals would have chosen had they been able to consider all
of the benefits to be derived by their enrolliment. Since the
community college presumably generates external benefits that are
similar to other forms of higher education,some public support
saems jus£i+ied on efficiency grounds. Ideally the appropﬁate
public/private funding mix should be apportioned to coing¢ide with

the impact of the benefits generated. As a practical matten

however, it is impossible to be precise about where these benefits

fall. After an exhaustive reyiew of the research on community
colleges,Breneman and Nelson concluded that local governmental
support was justified for most programs and that tuition shouid
not exceed 1/3 of the current operating costs. After examining
both equity and efficiency considerations they also suggested that
a low (or no) tuition (full public subsidy) policy might be
justified for remedial courses but they found no strong case for
public support of the personal enrichment,non-credit courses, that
are so much a part of the community college scene.®

Looking at another aspect of the justification for public
subsidies to the community college it is interesting to speculate
on whether the nature of the mix of programs at these colleges
would affect our conclusions. Since this mix is more he?vily
weighted toward technical/vocational training than that in th=2

typical 4-year college, the justification for subsidies to tne



2-year college on efficiency grounds might not be as strong.
Leaving the technical literature aside, the following statements
$rom works written for the general public are examples of the
feeling of economists on this point.

In his classic work Capitalism_and Freedom, Nobel prize winner

Milton Friedman says:
Vocational and professional schooling has no
neighborhood (extarnal) effects of the kind
attributed ... to general education. It is a
form of investment in human capital precisely
analogous to investment in machinery,buildings,
or other forms of non~human capital. Its function

_is to raise the economic productivity of human

beings. If it does so, the individual is rewarded
in a free enterprise system by receiving a higher
return for his services than he would otherwise
command.*

The policy implications of Friedman’'s position are similar to
those found in the following statement by the authors of the

popular Economics of Public Issues, a widely used book in

. introductory economics courses throughout the U.S.

.<sit is not obvious that government should

be subsidizing that part of schooling which

is technical in nature. The positive externalities

...appear historically to have come from general

education... Unless it can be shown that technical

education also generates positive externalities,

there may be no valid argument for its subsidization.”

In New York State, if we look at the differential in program

funding within the community college,we find that the technical
areas receive higher subsidies for the simple fact that they are
higher cost programs. But, this may not be justified on efficiency
grounds. Of course, as we have stated,the whole problem of ¢
externalities is complicated by the difficulty in measuring

them,but on the surface it appears as if the public sactor should

give heavier relative support to general,and probably

remedial yeducation than it now does. This means that a greater




share of the cost of technical/vocational programs or courses
should fall on the shoulders of those individuals who benefit from
them unless we can find some other justification for public
support.

One such reason,which advocates of these programs give,is that
by providing a poo:s of skilled labor,the community colleges help
to attract or hold industries for the area. Subsidies are thus
justified as part of a strategy for economic development in which
regions compete with one another for jobs and a broader taX base.
From the standpoint of the firms,; of course, it might be
profitable to transfer the cost of training their workers to the
public sector. But one might wonder whether, from society’'s point
of view, it would nct be cheaper to have the firms themselves
undertake the kind of training found at the community college.
Looking at the matter more closeln however, we can see that the
question is a complex one. In keeping with our previous analysis
of the principle of externalities,we could argue that, in the face
of no publicly financed training programs, fewer people would be
trained than is economically justified when all of the benefits
from training are considered. The reason for this is that firms
have no way of guaranteeing that they will be able to reap
sufficient benefits to cover the costs of training since a worker
coula move to another firm before these benefits can be captured.
Fortunately, for other reasons, we have outlawed slavery and
indentured service contracts, two systems which more or less
guaranteed that the return would be adequate. In face of this
uncertainty,then, we would not get adequate numbers of technisians

trained without public support. To dispel any notion that we have



somehow found a final solution to this question,let me say that

the latter analysis depended on the assumption.that firms would
find the kind of training done at the community college of such
value to them that they would be willing to support it financially
to some extent. Evidence of the lack of such support would lead
one to question the wisdom of using public funds for this purpose.
We might also be able to make a case for public financing of
technical /vocational training on equity grounds. In crder to do
this we need to ask questions about wh}ch qroups benefit from this
type of education and which groups pay for it. The problems
associated with assessing the impact of benefits and costs on
different groups of people is very compleX. Not only is the
concept of equity a highly subjective one but studies differ
widely on the net impact of programs because they use different
methodologies and data sets. This makes reliable judgments on the
equity question difficult. It is not surprising then that some
studies have shown that expenditures on higher education benefit
the more affluent at the expense of the poor,% while others show
the opposite result?. Looking at the community college it is
probably a fair guess that the net benefits are greater for lower
income groups. Studies done in the 1960°'s and 70°‘s indicate that
technical/vocational programs, in particular, were more likely to
attract students from lower socio—economic groups than genzral
education/transfer programs®*©. Although the class composition of
these college programs may be changing in the 1980°s, public
financing of community college technical/vocational programs
probably moves the society toward a more equal distributi!on of

income. This is probably more true in New York State than in some



others areas of the countrybecause of the State’'s moderately

progressive tax structure and a tuition assistance program which
favors low income students.?t?

Qur discussion of equity thus far has failea to mention that
the chief justitication for a public subsidy go community
colleges, and perhaps to technical/vocational programs in
particular, may be to provide an avenue for upward social mobility
for those groups who had been denied access to higher education in
the past. This of course is another way of looking at the equity
or “fairn;ss“ criterion that we have already introduced. In this
respect the community college would be an equalizing force if it
were to increase access by lower income groups{(equalizing
opportunity) and to higher paying/status Jjobs(equalizing
outcomes). As evidence that the community college is meeting the
first of these goals, its supporters are able to show that,
"compared to students in other sectors of higher education, those
in community colleges are more likely to be, on average, less
wealthy, members of minority groups,older, part-time, working,and
less well prepared.”"®® While critics of the community college
generally agree with these descriptive statistics they are-quick
to point out that improved access does not infer improved
outcomes. To many in this group the community college is seen as
an agent which rigidifies the class structure in society by
tracking students from lower income families into jobs
ccmmensurate with their social orgins.*= At this point we have
not studied the long-run impacts of the community college enough

to know if this argument is correct.
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There is much more to say on the issue of outcomes but it would
take us into areas which ara well beyond the brief primer on
economic issues that I had envisioned. One way of speculating on
the outcomes question,however,brings us back to the theory of
human capital that we introduced earlier.

You will recall that one reasen students are willing to spend
time and money on a college education is that they are expecting
some return on their investment in the form of higher lifetime
earningst Thie return czn be expressed as an annual percentage
rate which can be comparad against what other investment
opportunities would yield. For education to be worthwhile, from a
purely earnings standpoin@,the rate of return should equal or
exceed that of alternative uses of the money spent on it. This has
generally been shown to be the case for both private (for the
individual) and social (For the society) rates of retuw'n. Human
capital studies which attempt to isolate the effect of schooling
on earninés,by controlling for such factors as ability, sex, race,
socio—~economic backgrounds and a number of other variables, have
produced very terfative results, and have been concentrated on the
high school and 4-year college levels of education. While
surprisingly few studies of this type have been cn the community
college graduate I would expect on a priori grounds that the
private rate of return would be somewhere between that of a high
school graduate (usually in the 13-207% range) and a four ‘year
college graduate (usually in the 8-15% range).?®* Because students
pay only a portion of the cost of their education and receive all
of the consumption and investment benefits, at least from the

standpoint of the individual, it probably pays to go to the
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community college. This does not mean that once total {societal)

costs and benefits are calcuiated that this type of education 1s
worth undertaking. Neither does it mean ,from the individuals
point of view,that all programs are wartlh the cost or that all
individuals benefit. There is some evidence,in fact,that the most
capable students students at the community college would h~ve
enhanced their charices of obtaining a bachelor's degree if they had
started at a 4-year school.®® Finally it must be stressed that
speculations on the outcomes of a commuinity college education
based on the theory of human capital have very little empirical
support at this time,and much more needs to be done with this
group before even tentative conclusions can be gsugqgestc.

Since economic research on the community college has been
scarce, one should be cautious about drawing policy conclusions
from the analysis presented in this paper. Nevertheless, it would
be wise to be familiar with these ideas, because, if we believe in
Keynes’ dictum ,they are ideas that are likely to be found behind

many of the policies affecting community colleges in the future.

I wish to thank the following people for their comments on an
early draft of this articie : George Higginbottom and Ben Kasper

from BCC; Basil Cooil from TC-3; David Monk from Cornell
University.
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FOOTNOTES

1. John Maynard Keynes, The General Theory of Employment,

Interast, and Money (Marcourt,Brace,19562), p.384.

2. For a more detailed discussion see: David W. Breneman and Susan

C. Nelson, Financing Community Colleges— An_ Economic Perspective

(Brookings Institution,1981).

3. The link between education and earnings cannot be denied.
However, it is not clear what it is about education that leads to
increased earnings. OQur assumption here is that _ducation
increases productivity through the teaéhing of knowledge and
skills which are useful in the workplace. An alternative
explanation for higher education might be that educational
credentials serve as a screening device for employers which help
them identify pre—-existing abilities or skills. Some combination
of productivity and screening is, of course, possible. It is
interesting to speculate on the community college student in this
regard. Some research into organizations shows that workers are
rewarded if they 1) internalizr, the enterprise’s goals &nd values,
2) are predictable and dependable, 3) are disciplined and follow
company rules. One might hypothesize that many students at the
community college will hold jobs where these kinds of behavior are
most valued and that independence and inga2nuity are attributes
valued in positions not generally attained by community college

graduates. If education is mainly a screening device of this type,
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then many would argue that the public funding of education is a

huge waste of funds. Surely a shorter and less.costly screening

mechanism could be found. It is not clear to me that this is true.
That is, I am not convinced that education is a poor way of
screening for good workers., As a teacher I may have a difficult
time accepting it, but that may not mean that public support of

higher education is an inefficient use of resources.

4.Elchanan Cohn, The Economics of Education (Ballinger, f979),

p.335.

S.Breneman and Nelson, Financing...,pp.202-08.
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Distrihutional Effects of Public Higher Education: A Comment,"
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10. For an example see: Jerome Karabel, "Community Collegq..s and

Social Stratification," Harvard Educational Review, vol.42 (Nov.,

1972), pp.S521-62.

11. Gary Moore, "Equity Effects of Higher Education Finance and

Tuition Grants in New York State,” Journal of Human Resources,
vol.13 (Fall,1978), pp.482-501; John K. Mullen, "Implications of
Tuition Brants in Higher Education: The Case of a Frior Need-BRased

Aid Program," Economics of Education Review, vol.2 (Winter,1982),

PP. 49~65.

12. Breneman and Nelson, Financing.,., P.22.

13. For a brief review of this literature see: Arthur M.Cohen and
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1982), Ch. 13.

14, For a brief review of this literature see: Cohn, The Economics

as oy Ch.é.

15. Breneman and Nelson, Financing..., pp.54-92.
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